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Rapid urbanization, an economic slowdown, high interest rates, and other factors have produced
a critical shortage of affordable housing, particularly in San Salvador. While the housing deficit
is unlikely to be erased in the short term, recent measures taken by the government, the banking
system, and the construction industry promise to speed up delivery of low-cost housing and reduce
the backlog of unsold units. The housing deficit is traceable in part to rural migrations into urban
areas during the 12-year civil war. But urban growth is also part of a general trend in developing
countries. A report by the UN Population Fund says that half the nation's 5.9 million people now live
in cities the majority in San Salvador. The capital city has a population density of 668 inhabitants per
sq km, while in the northern city of Chalatenango, by comparison, the population density is only 90
per sq km.
The fund's representative in El Salvador, Joana Merlin Scholtes, warned that, unless the government
develops new urban policies, the rural population moving into the cities will no longer find basic
necessities such as housing as the population approaches 9 million by the year 2025. During the
construction boom following the end of the civil war, many builders switched from low-cost
housing to construction of more profitable luxury housing selling for as much as US$115,000. But the
economic slowdown of 1995, which hit bottom in the third quarter, found the market saturated with
expensive houses.
At the same time, the shortage of affordable low-cost housing increased and rising costs priced
minimum-wage workers entirely out of the market. The construction-industry chamber (Camara
Salvadorena de la Construccion, CASALCO) estimates that the housing shortage is 600,000 units
and says that construction in the past three years has not keep pace with new demand. In 1993,
only 3,064 new units of low-income housing were built, 7,181 units were built in 1994, 9,198 units
in 1995, and 12,000 are projected for 1996. These figures are far below those projected under the
government's economic-development plan (Plan de Desarrollo Economico y Social), which called
for 150,000 units of low- income housing to be constructed between 1994-1999 with credits from
various institutions such as the government housing fund (Fondo Nacional de Vivienda Popular
FONAVIPO).
Even if the projected units were built, and leaving aside any future growth in demand, by 1999
there would still be a shortfall of 450,000 units. The sharp downturn in construction last year forced
many builders to lay off employees. Industry estimates are that half the construction work force was
unemployed by mid-1996. Furthermore, builders have been forced to turn their unsold inventory
over to their creditor banks in foreclosure proceedings. By the end of 1995, some 14,000 unsold
units represented unrecovered construction loans of US$345 million. Not only has the crisis nearly
paralyzed the industry, but it has keep much needed low-cost housing off the market because 65%
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of the current unsold inventory consists of relatively inexpensive houses that would sell for as little
as US$4,600.
Public officials and construction-industry representatives alike attribute much of the crisis in
housing to the high cost of credit. While builders could obtain construction loans at 17% or 18%
in early 1995, they have been facing rates of over 30% this year. Solutions to the housing crisis
require alternative means of financing both the construction and purchase of new housing. One
solution favored by FONAVIPO is to set up new- settlement organizations (Nuevos Asentamientos
Organizados, NAO) of low-income families currently living in areas of substandard housing with
no services. Under the plan, families in marginalized settlements in the metropolitan area receive
assistance from FONAVIPO to buy land from local jurisdictions and to build their own houses.
According to FONAVIPO executive director Carolina de Urquilla, 28,000 families in the capital have
received this assistance over the past three years. Many experts, however, say that the enormous
housing deficit will not be erased through plans such as NAO, which result in traditional singlefamily housing occupying separate building lots and requiring ever-increasing extensions of
public services and urban infrastructure to outlying settlements. The relatively low cost of public
transportation further encourages population growth to expand the urban zone to distant areas
around the capital. Instead, CASALCO manager Mauricio Aviles favors construction of high-rise
condominium apartments in the city's core. There, per-unit construction costs are lower because of
higher-density construction and because of the existing urban infrastructure.
A housing commission composed of representatives from CASALCO, the Central Bank, the Fondo
Social para la Vivienda (FSV), and the housing vice minister have adopted the urban condominium
as the long-term solution to the housing deficit. To overcome the Salvadoran preference for singlefamily dwellings, the commission is considering offering subsidies or other incentives to buyers.
Other proposals include a leasing arrangement that would permit low-income families to rent with
an option to buy at low interest and with subsidized mortgage payments. In March, the FSV and
the Banco Multisectorial de Inversions (BMI) announced the creation of a US$11.5 million fund
for construction of low-cost housing selling for up to US$9,700. Credits will be channeled through
participating banks at 14.5% interest and payable in three years. The fund is expected to finance
construction of 2,000 units over the next three years.
In May, Vice Minister of Housing Hans Bodewig announced that a US$1.72 million line of credit
would be opened to low- income families wishing to purchase a house. The targeted families are
those with monthly incomes of one or two minimum wages, or between US$132 and US$264. Besides
the credit, FONAVIPO will give a subsidy ranging from US$803 to US$1,590 to families whose
incomes are otherwise insufficient to qualify them for a housing loan. Together, the credit and
subsidy will total a maximum of US$3,455 per family. Under a bold plan announced in June by
CASALCO president Hugo Barrientos, some of the inventory of unsold units is being offered for
sale to Salvadoran citizens residing in the US. The country has long depended on these families'
remittances to help cover the deficit on the current account.
The CASALCO plan would steer some of that remittance money away from consumer spending
to investment in housing and commercial construction. At an exposition held June 29-July 6 in Los
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Angeles, California, 40 Salvadoran construction companies and financial institutions promoted
investment in housing units costing from US$4,590 to US$115,000, which covers about 70% of the
unsold housing backlog. The plan is to open a line of dollar credit at 12% to 13% interest through
Salvadoran correspondent banks in the US. Salvadorans who are US residents would deposit their
guarantees and monthly mortgage payments in these banks, which would later transfer the funds to
Salvadoran banks.
Meanwhile, the construction industry sees some relief ahead as the government has taken direct
steps to alleviate the crisis. At the beginning of June, interest rates began to drop following
negotiations among the Central Bank, economy ministers, and CASALCO. In addition. President
Armando Calderon Sol announced plans to invest US$115 million of government funds in shortterm infrastructure projects that promise to stimulate a general increase in economic activity and
give relief to the construction industry. [Sources: La Prensa Grafica (El Salvador), 04/17/96, 04/18/96,
04/23/96, 05/24/96, 05/30/96, 06/08/96; El Diario de Hoy (El Salvador), 04/24/96, 05/17/96, 05/31/96,
06/08/96; Inforpress Centroamericana (Guatemala), 06/20/96]
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